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TAX NEWS
On May 11, 1945, the Joint Committee on
Internal Revenue for Post-War Taxation
made a report to Congress in which it made
certain recommendations for immediate tax
legislation.
These recommendations in
clude:
1. Increase the excess profits tax specific
exemption from $10,000.00 to $25,000.00,
effective with the 1946 tax year;
2. Provide that the 10% excess profits
postwar credit be taken currently with re
spect to tax liabilities of 1944 and subsequent
years;
3. Advance to January 1, 1946, the ma
turity date of outstanding excess profits tax
postwar bonds;
4. Provide for speeding up refunds due to
carry backs of net operating losses and un
used excess profits credits; and
5. Provide for speeding up refunds due to
the recomputation of deductions for amor
tization of emergency facilities.
Only the first recommendation, it will be
noted, results in an ultimate tax reduction.
The others are provisions for transferring to
business promptly funds which would even
tually be due from the government.

New Rulings by Internal
Revenue Bureau
Among recent rulings by the Internal
Revenue Bureau is one concerning the de
ductibility of retroactive wage increases. This
ruling quotes Gode Sec. 43 relative to de
ductions being taken according to the method
of accounting used but italicizes this part of
that section: “unless in order to clearly re
flect the income the deductions * * * should
be taken as of a different period.” The ruling
then states that when an employer is ready
and willing to pay the retroactiye wage in
creases requiring approval of the National
War Labor Board, the payments are de
ductible for the year in which the applica
tion for approval was filed, to the extent
that such payments relate to services rendered
in the year of application or in years prior
to the date of application. In cases where
the employer contests wage increases or al
lowances and they are, nevertheless, ordered
by the National War Labor Board, the retro
active payments are deductible in the year
in which the controversy is settled. In view
of the emphasis which the ruling places on
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the quotation from Code Sec. 43 previously
mentioned, it would appear that these rul
ings apply alike to cash and accrual methods
of reporting income and deductions. (See
LT. 3716).
I.T. 3720 covers the question of the effect
of post-war credits and post-war bonds (de
rived from excess profits tax liabilities) on
the amount of invested capital of the cor
poration. Since these bonds are not interest
bearing, they are not classed as inadmissible
assets, and no question arises in that con
nection. There is a question, however, as to
when they are to be included in accumu
lated surplus for the computation of the in
vested capital credit. The Bureau has held
that a taxpayer on an accrual basis cannot
give effect to the post-war credit as of the
close of the year to which it applies and that
the post-war credit does not accrue until
the amount paid by the taxpayer on the ex
cess profits liability exceeds 85.5% (81%
for 1942 and 1943) of the total excess profits
tax liability. For example: Suppose a cor
poration has an excess profits tax of $100,000.00 for the year 1944 on which it has a
post-war credit of $10,000.00. Ordinarily, he
would deduct $90,000.00 from his accumu
lated earnings on account of this excess
profits tax and set up $10,000.00 as an as
set, as of December 31, 1944. The resulting
figure in his accumulated earnings would be
used in the computation of his invested cap
ital excess profits credit for 1945. Under
I.T. 3720, this asset of $10,000.00 should not
be set up until such time as he has paid
$85,000.00 of his excess profits taxes.
T.D. 5446, approved March 17, 1945,
amended Sec. 29.23(a) -16 of Regulations
111. This section relates to the non-deduc
tibility of wage and salary payments made
in contravention of limitations under the
Salary Stabilization Act. Formerly the sec
tion provided that the entire amount of
such salaries paid in any year in which a
violation was found to have occurred would
be disallowed for income tax purposes. The
amendment adds the provision that if the
enforcing or supervising agency (Salary Sta
bilization Unit or National War Labor
Board) finds extenuating circumstances, it
may certify to the Commissioner that a
lesser amount be disallowed and the disal
lowance will then be such lesser amount.

